Dear Sly or Madam:

Wy have c&ﬂaid%rgd YoOur appiieanicn fox rueognition of exemption from
Federal income tax under the provisions of section 501ie) {4) of the
Internal Ravenus Cods oF 1986 and itvas applicable Income Tax
Requlations,  Based on the svailable information, we have determined
the S you do not qualify for the reasons set forth on Enclosure 1.

Considaration was glven Lo whather you guality for exsmption under
other subsections of section 301{c) of the Code. Howswny, we have
consiuded that you do not quallfy under another subsection,

Ax youg orqanxzatiﬁﬁ s ant established ex&mpf@en from ?aﬁer&l ;nccma
tax, it will be necessary for you to file an annual income tax returr

Form 1041 4f you aze & Trust, or Form 1120 if YOu 4re @ cmxparaczon
an aninca:p@ranmé sazociation,

If you are In agreement with our proposed denial, please sign and

recurn ong copy of the encinsed Form &018, wovxsent Lo ?re;osea Adverse
At o,

CYou nave the right to prorest this proposed determinstion i you
believe it ds incorxect. To protest, you should submi- a written
appesl glving the facts, law and other information 1o support your
paaition aw explained in the enclosed Publication 8923, “Exempt
Orgunizations Appeal Procedures for Unagroed Issues.” The sppeal musi
be submitted witlin 30 days from the date of this iatcer and must be
signed by one of your principel officers. You may. ceQuest a hearing
with a member of the office 0f the Regional Rire~tor o‘ Appeasls when
you file your appesl. If & hearing is reguested, you wiil be
contacted o arxctange a dane for fv. The hearing may be hald st the
Regionsl Office or, if you Ieguest, at any murtually copvenlient
Districe Office. 1 you are tpn be represented by somesne who is not
one of your principal ﬂificerﬁ, he or she must fils a proper powar of
srrorney and otherwise gquallify under our Conference and Practioce
Reguirements az set forth in Section 601.502 of the Statement of
?;aueduxal Rulez. See Treasury Department Clroular No, 230,




If we do not husy from you within the time specified, this w

our final determination.

Enniosure,: 3
Encliosure I
Form 6018
Pubilication §%2

Sincerely,

Lbis G. Lewner v
pivector, Exsmpt Organ
Rulings and Agreements
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Subdivision e o .

#e e x Gl e
To.provide or the purchase of nece . cy parts ¢ lab
for maintenance of the aforesaid facilivy.
Yo supsrvise the complete’ operation and n. vtanante of
well and distribution systenm, ,
To pay for slectricity and all costs #nd oxpenses inci
to the foregning. L : .
{e} To keep a record of all costs and axpenses ang furnish
copy of the same annoally at the annual mesting. .
{f}  To perform such other duties as may be dirscted from ¢
to time by rezolutions passed at Lhe snnual meeting.®

Additional Vaotrs:

in d : D tespoasy 5 our letter taved 4 f iy you
stated, “Thers are nt common areas, amenities or parks.”  You alsp atated,
“This i not really & homeowners’ association, but a ‘well maintehance

committen’ organized vo provide funding for the future maincenance of the
water system,

Baction 301{ci {4} of thoe Cods provides, in pare, for the axenprion from
Fudorsl Iucoms Tax of givic leagues or organizationszs not arganized for
profit but operated gxclusively for the proametion of socisl welfare. '

daction 528 of the Code provides, in PELL, that a homeownars assotistion
shall be sublect to taxation under this subtitle only to tha extent
provided in this section. A homeowners association shall be considered an
organization exempt from income vaswes for the purpnae of any law which
refers o nrganizations exempt Lrom ircome vaxes. For purposes of this
section the term “homeowners associavion” means an srganization which is 3
condominium manayement association, a residentiasl reasl 2atate management
asseclatvion, wr a timeshare assocliation {f such srganization is wrganized
and operated to provide for whe acquisition, CONMLIUNLLOND, management,
maintenance, and care of asiaciation property.

Secrion 801t} (12 of the Code provides that certain types of organizations
such as Benevolent life insurance associations of a purely loval charascrer,
mutual dinoh or jrrigation companies, mutual oy cooperative telsphone
companies, or like organizations shall be exempt from Federal income tas,
but only if 0 percent or marze of the srganization's income consisis of
amounts collectod from members fovr the snle purpose of meeting losses and
EADENGRS .

Section 1.501{cv M -11{a, (2) of the Income Tax Regulations provides that the
term "charivable” iy used in section 201{z) {3 of the Tode in ite generally
actepted legal sense, and includes the lessaning of the burdens ol
gavernment. . : ‘
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o ‘of %h& ﬁ&d@rg&@un& wataz zahi@r
whiah results from the: @xganimaaic& s activities banefits all vesidents of
the compunity’s whose wells™ are suppiled by the raised water table, &
regardlesy of whethax they are menbers and regardless of whether they pay

anything to the czgaa.z&ziaga1'“embax5kips and assessments are abz&inad by

the  organization. on & voluntary. pasis. . By attempting to- ralse’ the
underground wrter level, the arganization is opsrating for the benefic of -
the entire community. Accordingly, the sryanization ia @xe&§& anm 8%

under aaat&an 503 {c} {4} nf ahe Cnde . 4 ‘

Rev. Rul. 67-28% 1, 1867-2 0B 235, neld an &ssaaiatian which turmish&s

1ight and water to its mesbers on & coops-ative basis may quallfy for
axspption from Fadersl incoms taxes 83 a “like orgsnization” uider spotion
%01 £ {121 of the Iuntsrnal Reveaue Code of 1%54, voovided 8% paxcemt o34 v
more of its income Bonsists of smounts collscted from members for the sole
purpose of meeting losses and sxpanses. The term *}ike organizations® as
used in the statute iy limited by the type of crganlzations specified in

the stahute., It is applicable anly o those mitual or cooperative
organizations which ave engaged in activities similar in nature to the
penevolent life insurance or publisz utility type of sarvice or business
customarily conducted by the specified ovg&niz&cx&nﬁ. See Rav. Rul.

65%«201, C.B. 18%8%-2, 170,

fevenue Ruling 68-18, 1968«1 CB 271, held th& puzrpose of this lxmitatian is
to asaure Lhat at least 85 percent of an orxganizavion's income s derived
from its members. Although thiz limitation is stated in terms of invoms
»enllocted” from members, the statute L3 not intended to impose a
Lequirement that an organization’s income be Somputed on the banig of the
sash receipts ang disbursements method of agcounting. In Lhe uase of an
grganization utilizing the accrual method of asoopunting, 85 pe~¢ent DY More
of its income will “consist of amounts onllected from members® Lf 85
percent or mors of ity income determined under this mathmd is derived {oom
members. Accordingly. the organization must computs the amounts collected
from iLe menbers on the aacruai mathod for the purpose of the 83 perc&nt
limivation nf section 501xn) ot the Code, provided the organization
detaymines all ius income &y t:_ game method and uzes such mstbod
eongistentiy Ivom year Lo yaar,

Rev. Rul. 695-280, 1968-1 .8, 152, held that an crganization which provides

maintenance o exterior walls and rhofs of members who Own houses in &

gevelopment is ot exenpt as & svoial welfare orga nigatinn,  The Revanue

Rruling stated that organizations aprrating in such 8 manner were performing

services for its members that would ork=ruige have Lu e providged by the

members themseives. Thus, it was hele that nzgaw¢z&t ons of this sort were

being operated primarily for xhe pririte pengfic of members and any

Cpenefits te the community wers not §su. .clent o meat the reguirement <34
the regulation that the srganizavion be apaxmteﬁ primarily for thg sommon

good and general welfare of the peuple 0. &ha community .
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Rev. Bul. 74~9%, 1974<1 0.8, 131, held that  honmeowners association, to -
qualily for exemption under section $01{c} {4} of the Code, {1} munt serve a
Poommunity” which bears a cea ble xecognizable relationship to an avea
ordinarily identified as goverrmental, {2} it must oot conduct activities
dirscted o the exiarior maintensnce of private residences; and {3} the
common arses or facllitles iv owns and maintains must be for the use and
snjoynent of the genersl public :

Rev. Rul. 80~63, 1980-1 C.B. 116, held that an organization which owned and
maintained paxking facilivies only for iva members i operating for the
private benefit of its mambers, and not for the promotion of sosial welfars
within the meaning of sscvion 5011¢) {43 of the Code. :

Rey. Rul. 85-1, 1385-1 CB 177, held the ¢riteria set out in Rev. Rul,
85-2, for detsrmining whether an organization's activities are leasening
the burdens of government ave: first, whether the governmental unit
congiders the organization's sctivities to be ivs burdern: snd zacond,
whecher thess activities actually lewsen the burden of Lhe guvernmental
unit. An astivivy is a burden of the government 1f vhere iz an oblective
wmanifestation by the governmental unit that it conglders tha activities of
the vrgandzation to be its burden. fThe intgrralationsbip batween the
grvesnmental unit ang the organization may provide evidence thar the
governmantal unit considers the astivity e be its burder, Whether the
srganizatiun ig actually lessening the burdens of goverument is determined
by consigering all of the relevant facts and slrsums ansey, '

Rev, Rul. 65-2, 1%8%5-1 CB 178, held to muke & determination ui whenher sn
arganization {s lessening the burdens of govermment reguires songitderation
of shethar the organization®s activities are scnivities that a governmental
unit consigers $£o be 1ts burdens, and whesther such setivigies acnually
“lassen” such goversmental burden. To detrrmine whether an sutivity ig a
burden of government, the question Lo be answered iy whather there is an
objective manifestation by ithe government that it vansiders such sotivivy
te be part of {ts burden. The fact that an organization 1% sngaged in an
seLivity that is sometlimes undertaken by the government is insuffivient o
establish a burden of government. Similarly, vhe fact that the government
or an official of the govesnmeny expresses approval of an prganizasion and
ity activivies ia also not sufficient o &&ta%l&sﬁ;zhat,thé‘crg&ﬁigaticn ig
lessening the purdens of gosernment. The interrelationship between the
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Section S01(%) (4) of the Code prevides, in pare, for the sxemption from .
Federal Income Tax of civic lsagues ‘or organizations not organized fox - -
profic bug &9%:&&«&'aﬁmluaiv&ly'£§x/tha.@té&aziau of social welfaxe.

demonatrate that la both tperatsd for the common good of the community and’
it does not upsrate for the private benefil of the menliers .

To satisfy the requirements of this section, the organizating wast

Revenus Buling 74-99, 19?6*1 é;a? 131, sets forth criveria for detarmining

what iy & “communley.® The Rewenue Ruling provides that & community within -

the meaning of sectdon 501{2){4) of the Cods and the Regulations iz not
Calmply au aggregation of homeowners bo.nd vogether in a structured unit
formed a8 an Integrsl part of & plan for the davelopment of « real estate
subdivision and the sale and purchase of homes thereln, and 1%si 1t must
not conduct activities directed Lo the exterior maintenance of rrivarsy
- residences and the common arsas or fasilities.

The stetaments you have submitted demonstrats that your erganizaticn doee
BUt meet the comsunivy requizements set fornh in Rew. R, Te~B8.  You
stated, “There are no common arsas, smenivies ox parks.” You slso statod,
“This i3 not really a homeowners’ associstion, but & ‘well maintenas~e
comnitiee’ organized vo provide funding for the future maintvenance o the
water syaten,” ' -

There is much precedent for denial of sxemption for srganizations  thag
opeiale primerily for the private bensfit of the members. ARev. Rul. B80-63,
19801 C.B. 115, held that #n organization which owned and maintaines
parking facilities only for itz menbers is operating for -the privats
benelit of its members, and not for the promvtion of social welfars within
the meaning of section 501({c)(4) of the Code. Rev. Rul. §9-2B0, 19631
C.B. 153, held that operating in 3u~h & manner were performing sexvices for
its membezs that would otherwine have o be provided by the members
themselves.  Thus, it was held thar organizsrionz of this sort were being
operated primarily for the privave bensfliy of members and any benafits o
the community were pot sufficlent 16 meet tne requirement of the regulation
that the organization be uperated primarily fobr the cowmmon good and general
welfare of the people of the commanity., Hev., Bul., 74~17, 1%74~1 C.B, 13¢,
neld thet since the worganization's activities are for the private benefit
of its members, i cannot be 2ald Lo be operated exclusively for the
promotior of soclal welfare and acsordingly, it does Bt qualify for
exenptisn unday section 501ie) {4} of the Code. In Commissioner v. Lake
Forest, Inc., 305 F. 2d 814 {1962}, the court held the mpe:aﬁiﬁn.ta e &
private self-help wnterprise operabting for the bensfit or convenience ot




for exemption.. ‘ does not provide.
Ley, and in turn would not qualify for exemption.

Your organization has not previded sny svidence that it'éﬁy Bené*it to tha' ;*-?;

comranity, and therelors, would be wore similar to the srgant zations in
Revenue Rulinga 80~63, 80-63, and 74-17, and raze Commission - Y. Lake
Forest, Inc. All of thass arqanixgtiana were denied exempti. .|

er Your srganization
1i12) of the Code. Section
provides that certain types of organizations ahall

income tax, butg only 1f 85 percent ur more 3f the
organizationts income sensists of amounts eollected from members for the .
sole wurpose of meeting losses and eXpBRENgRY,

v, Rul. 67265 1, 19672 cB 285, held Furnishing light and water ig a
op8 of public utilicy service similar in nature to thar provided by the
specified organizations, Therefore, this organization may e exgmpl from
Federasl income tax as a “like organization® under saction 501(s} {121 of the

Code. The activities in Revenue Ruling 67-26%8 #re simllar to those of your
srgeanization.

However, the Code has an 85 percent income limitation, Ir im enphagiznd in
Rew., Rul, &7=28% 1, J1967-2 0B 20%, which states “provided 85 percent or
mare of ivs incoms consists of amounts collected fyom membevs for the sole
purpose of seebing losses ang BXpenses.” Two other Revenus Rulings
reiterate the 85 pereent limization., Rev, Rul. 85-5%, 18385~1 CB 242, held
Ior an organization described in gection 501(c) (12) thar i for any year
the fncome received from the transaction, togesher with other nonmenhay
income, Causes the organization's income from members for the vear to fall
below €5 percens, the srganization is reguired to file a norporation income
tax revurn, Foow 1120, for thar year. Rev. Rul. 68-18, 1%68-1 CB 271, helg
the purpose of this limivation is to assure that avt lasst 895 percent of an
organization's income i3 derived from ity membars,

Your organizarion submitted the following revenue information on the Porm
1024 applicatvion: . .




_ ky &hﬁrafaxa} the
;'organizatian would nob qualify for axamptimn wider section 501{@){1«} of
.the Cods,

Section 1.501{s} (4)~1{a) {2} {1} of the Regulations states that A “social
wel fare” organization will qualify for esemption as a charitanle :
organization X it falls within the definition of “charivable” set forth in

paragrapn {d) (2] of secnion 1.300L{)(31-4. In other words, if an

organization qualifies for exemption under smesction $01(c) {3}, it would
Qualify under sscvion SULte) (&),

In your organization yresponss dated. January 14, 2003, you stated, © If
this wrganization. dess not qualify for exemption undar 501{c¢) (4), and truly
falls under Section 528, iv would seum unfalr that a 30% tax {as on Form
1120-H) be levied on incowe esrned by funds set aside strictly for the
repair of & water system, when in the case of a governrent-owned system,
this would not be taxed.” In your rassponse dated, February 17, 2003, vou
stated, “As polntad out in her correspondence, this » ‘ganization is
fulfilling 3 tunotion that is normally provided by a iocal government, In

this case wa are lessaning the burdens of government by operating our own
waLer system,”

Secrion 1.500{ci (N -1{d}1 {2} of the Income Tax Regulations proviges that the
term “cnarltable”™ is used in section 501({e} {3} of the Code i lts generally

sccepted legal ssnse, and includes the lessening «f the burdens of
guvernment .

Theralors, it ig your organization’s position that they gqualify for
exempeion under secction 201(cy {3, and in turn seation 5361{¢) (4}, bacause
they lensen the burdensg of governmont,

Smyvices responss to applicant’s position:

Rev, Rul., B5-1, [98%~1 2B 177, held the gyriteria seb ous ia Bav. Rul.
§5~2, for duetermining whether an organization's activities are lesssning
the burdens of government are: first, whether the govarnmenial unit
considers the organizationt®s activivies tu he its burden; and second,
whather thess activiztisgs actually lessen the burden of the governmental
unit. An azstivity i3 8 burden of the government if thera is an obientive




3.
%

o

11 unit z&aﬁ}&ﬁfédﬁﬁiﬁwra the @éﬁivﬁfiﬁ&,mf
iﬂﬁﬁ;&ﬁ&&&&am&h&g,@mgwaea;xh&'-
1 ovide dence that the

LY to be its burden. Whether the =
burdens of government is devermined
a-gﬁﬁhﬁiréuﬁ%&aﬁeé$ﬁwh” ST Ty

important to
' Hesting

In Prison Indust
burden of the &pPLlice FE+ bu 3
government.  Your or fadi] &hy,awi&aaﬁﬁ'ﬁﬁ@t,ﬁpaxanimg
& wWatar system {3 a funcrion of the local government. Thersfors, the
organization cannot qualify for exmmprion by “lessening the burdens of
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¥ Conelusion:

5

Based on the facts presented above, we hold that your organization doss not
mael the requirements for vax exemption under section BIARE- I RE ! of the

Basod on the fscts that you have:gz&vidéé in your spplication for
recsgnition of BRGWPLION, W& ArE Lo able Lo conclude that you are
organized and opcorated exclusively for public benefitc ratner Lhan private

burpases.  Your well svsten enly serves the ownerx of lots wivhin your
subdivision, :

Also, based on the facts that you have provided in your application foy
vecognition of sxemption, we are unable to sanclude that your agtivivy is
charitable because it lessens vhe burdens of governissnt, In the case of

- “lessaning the burdens of government,* it is the applicant’s responsible to
prove the activicy is a burden, which yeu have not done,

Aveordingly, you e nol gualify {or exemprion under seption 501{0) i4) of
the Code beacause you do not meey the proscriptions in ssotiss 1.501{¢) {4y~
Tia3 (21 14} of the Reguliations, < o

&&dizienaily, based an the f»cné:@r@&amt@ﬁ above, we hold that your
drganization does not meer the reguiremants for tax gremprion under section
WY 03 of the Code.

Baged on the facts that. you have provided in ¥Our ¢pp£§cati§n for
réﬁnqaitian{of exempLion, we are able to conclude thag your organizition







